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Managers Better Human Resource Decision Makers?

<H1>Is Talent Really Treated Like A Vital Business Decision?

In October, 2008, I was a speaker at an event that also included Jack Welch, the former
CEO of GE. In the interview, Welch was asked about the growing evidence of an impending
downturn, and he acknowledged that he believed the downturn was likely to be more severe than
most leaders had encountered in recent memory. When asked what his most important advice to
leaders would be, he observed that with coming economic challenges were going to mean
companies would have to make hard choices, and that their top performers were not going to be
able to meet the performance targets that would normally have triggered rewards such as
bonuses, incentives and stock option awards. He admonished leaders to be sure to put aside a
“bucket of money,” to be ready to show the most vital employees how much they are valued,
because your competitors will be at your doorstep waiting for them to become disillusioned and
leave you. A remarkable quote that vividly shows how much today’s business leaders place a
priority on talent. Later, I was working with a group of top HR leaders at the event, and |
reminded them of the Welch remarks. I asked them, “in how many of your organizations would
you say that your HR and unit leaders can reliably and logically answer the question of which of
your employees are vital, and how big that bucket of money will need to be, to retain the vital
talent you need?” Literally, not a hand went up.
<H2>Are HR Systems Enough?

The HR leaders at the meeting were members of fine organizations that had world-class

HR systems in place to retain and reward their vital talent. However, even with those systems,
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reliably direct the retention resources to where they would be most vital and most effective.

In contrast, the HR leaders were very certain that their organization leaders would use
logical and similar models to analyze where to invest (and cut) scarce resources in technology,
manufacturing and marketing. These models were not expected to produce perfect decisions, nor
were they blessed with perfect measures and information. However, managers had a common
way of thinking through the questions, using principles such as net present value, production
optimization and market segmentation. That kind of consistency and widespread accountability
for clear thinking about a resource was not as typical when it came to human capital.

These HR leaders were among the best in their field, and had built and led HR functions
that were respected, influential and award-winning. Yet, the distinction between how their
leaders would approach the tough decisions regarding people, versus other resources, was
striking. They and their leaders knew that these would be vital decisions, such as where to cut
talent and where to grow it, how to optimize investments in a reduced array of incentives, and
whether to preserve investments in talent acquisition programs to be prepared for the upturn.
They would eventually make those decisions, of course, but with frameworks that were likely to
be far less consistent, logical and effective, compared with decisions about money, customers
and technology.
<H1>The Need to “Retool” HR Using Decision Logics that Leaders Already Trust

What’s striking is that the questions about how to optimize talent acquisition investments
seem remarkably similar to questions about how to optimize acquisition investments for raw
materials or assembly components. Questions about where best to apply a limited array of

incentives seem similar to questions about where to apply a limited array of financial resources
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to investment opportunities. Questions about where to grow and where to cut talent seem
remarkably similar to questions about where to grow market share and where to allow it to
decline.

HR leaders spend a lot of time trying to learn finance, marketing and other business
disciplines, in an effort to understand the logical frameworks that define how leaders think. Yet,
the way they present evidence, their measurement, information and reporting systems too often
reflect an HR perspective, even when those systems are remarkably sophisticated and data-rich.
In their zeal to produce ever more sophisticated HR measures, analytics and scorecards, even the
- most advanced HR leaders often miss a fundamental point. Whatever the outcome of all the
number-crunching, it will do little good if it’s not used and understood by the key decision
makers, and those decision makers are usually not well-versed in HR models, data or statistics!

Perhaps the answer to improving the mental models that organizations use when they
think about people, is to tap into the mental models that leaders already use so well for other
resources.

A Business Week item in 2009 made precisely this point, “Companies can now model and
optimize operations, and can calculate the return on investment on everything from corporate jets
to Super Bowl ads. These successes have led to the next math project: the worker. "You have to
bring the same rigor you bring to operations and finance to the analysis of people," says Rupert
Bader, director of workforce planning at Microsoft.”! Applying the rigor of operations and
finance is essential to make sense of the emerging tidal wave of data about employees and work
behavior that’s available to organizations. The logic guiding that rigor exists not only in the data
that finance and operations developed, but it exists even more fundamentally in the logical tools

that guide the data.
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Retooling rik means takmg the tools that are alréady understood by KCy dcCiSion makers,
and that already provide rigorous analysis in other disciplines, and adapting them to talent.” In
this chapter, I suggest that we can accelerate the use of human capital evidence and data, if we
embed it more clearly in the dominant logic that managers already use. Rousseau (this volume)
noted that in a classic study of functional managers attempting to solve the same business case,
financial managers keyed on financing issues, sales managers on marketing matters, and
personnel managers on staffing problems: “Presented with a complex stimulus, the subject [the
manager| perceives in it what he is “ready” to perceive; the more complex or ambiguous the
stimulus the more the perception is determined by what is already “in” the subject and less by
what is in the stimulus.” (Dearborn & Simon 1958, p. 140).”

The fact that managers tend to use their dominant models, even when addressing
decisions in other areas, may at first seem daunting. A classic mistake is when managers see
only the accounting elements of human capital decisions, and adopt decisions that save money in
the short run, but create long-term problems (such as downsizing based only on how much
money is saved or to minimize disruption, while losing vital talent in the long run). The fact that
leaders rely on their dominant models is often presented as evidence that leaders must be enticed
or forced to learn new frameworks 1f we hope to get them to incorporate evidence from
behavioral science into their decisions about human capital.

However, another interpretation is more optimistic. If managers are already comfortable
with the dominant logical models from their own discipline, is it possible that by using those
logical models to convey the messages of evidence about human capital, we may actually
accelerate evidence-based decisions? Are these dominant logical models from other disciplines
powerful and untapped platforms on which to build leaders’ understanding about human capital
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issues? Perhaps it is better to avoid trying to teach leaders a different logical “language” about
organizations and human behavior, and instead to tap into the language they already use so
readily.

<HI>Example: Employee Turnover and Inventory Spoilage

Employee turnover is perhaps the most frequently-reported statistics about human capital.
Virtually every study shows that turnover rates are calculated and reported by the vast majority
of organizations. Yet, the mental models used to understand and interpret turnover rates are
often rudimentary at best and misleading at worst. Most leaders, when confronted with a
turnover rate, have a mental model that clearly sees the costs of replacing the departing
employees, and it is often possible to calculate million-dollar savings if turnover can be reduced
even a bit. Indeed, when I have posed this question to many groups of business leaders over the
years, they almost always initially respond that turnover is costly, and so it should be reduced.
This is logical and correct, but often not a complete analysis.

A more appropriate set of questions would ask ho much it costs to reduce the turnover,
whether those leaving are less qualified or motivated than those that might replace them, whether
the cost of replacing the departing employees is a lot less than the cost of what it would take to
keep them, etc. The turnover rate masks many relevant considerations. Decades of research
have shown the importance of understanding functional and dysfunctional turnover, and to
embed turnover analysis within a more complete model of the full staffing cycle. Why, then, do
smart business leaders so readily ignore these questions and assume that turnover should be
minimized to cut costs?

Here’s an experiment that I’ve run that seems to suggest an answer. After I establish that
business leaders react to the turnover rate by wanting to reduce it, I follow up with the following
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considers the antithesis “better job performance can be less valuable, if good enough 1s as
valuable as great performance.” The same thing shows up with the thesis “more valid employee
selection is good,” and the antithesis that “more valid employee selection is bad.” The synthesis
1s that valid selection adds value only under certain conditions in the talent acquisition supply
chain, and it is considering the rest of the supply chain that shows us when it is worth the
investment, and when it is better to forego greater validity to maximize other supply-chain
elements. The thesis “employee turnover is bad” and its antithesis “employee turnover is good,”
finds synthesis in an approach to turnover more clearly based on optimizing the inventory of
employees, the costs of that inventory, and actually planning for strategic employee shortages
and surpluses. The thesis that “Developing talent that may not suit future conditions is bad,”
matches with the antithesis, “developing talent that may not suit future conditions is good.” The
synthesis is that it may be best to develop talent that is both suited and unsuited to different
future conditions, because that’s the only way to take advantage of the power of diversification
to optimize risk and return.
<H1>Focus Where It Matters ... the A-B-C’s of Setting Talent Priorities

Organization leaders can be more systematic in setting priorities. There is a concept in
inventory management called ABC Analysis. Simply put, some types of inventory deserve much
greater attention and control than others. For example,

“ABC analysis consists of separating the inventory items into three groupings,

according to their annual cost volume usage (unit cost X annual usage). These

groups are: A, items having a high dollar usage; B, items having an intermediate

dollar usage; and C, items having a low dollar usage. ... While percentages vary
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from firm to firm, 1t’s common to find a small percentage of the items accounting

for a large percentage of the annual cost volume usage. ABC analysis provides a

tool for identifying those items that will make the largest impact on the firm’s

overall inventory cost performance when improved inventory control procedures

are implemented. ... ABC analysis helps focus management attention on what is

really important. 2

Leaders must make choices, and evidence should be framed within those choices.
Improved performance is not equally vital or valuable everywhere. Attention to employee
shortages and surpluses is not equally vital /in every position. Certain career and development
paths may be much more vital to future workforce preparedness than others. Certain future
scenarios hold much greater implications for talent investments than others.

When HR leaders overlook this principle, they find themselves recommending blanket
policies such as reduced turnover, increased engagement, or enhanced innovation, across the
board, in a kind of “peanut butter” approach to HR, spreading a good thing equally all across the
organization. Those outside of HR, who are familiar with even the rudiments of ABC analysis
will rightly see that this is not how other management disciplines work. Their discomfort with a
blanket HR policy may be deeply rooted in their experience of ABC analysis applied to
inventory or other areas. A first step in retooling may be simply to start engaging the
conversation as to which elements of talent strategy and investments are probably “A,” “B,” or
“o
<H1> Innovation, Serious Play and Rapid Prototyping

7 (5

How many individuals would associate the words “innovation,” “play” and “rapid

prototyping” with human resource management? Not many. Yet, retooling HR requires just
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have been around for decades, and have a large and well-developed array of specifications and
logical rules. Yet, applying them to the arena of HR is largely new, and certainly not widely
accepted. These approaches are foreign to most organization leaders, and today’s HR system
specifications are seldom compatible with the logical frameworks described here. How will one
measure the “holding costs” of an employee “inventory?” How will one map the paths through
the career pipeline, and assign values to them that allow optimizing the flow of talent? How can
we measure the performance-value curves for different roles, jobs and competencies, when our
existing systems rely so heavily on job descriptions?

Of course, these are all legitimate concerns, but in some ways they fail to recognize the
innovation path toward the retooled HR of the future. In most disciplines it was the logic that
preceded the systems and the measurement! Today’s well-developed supply-chain, market
research, finance and operations management systems did not emerge first, and then become
infused with logical models like portfolio theory, linear programming and conjoint analysis.
Rather, the concepts of risk-return, logistics optimization, and market segmentation came first.
Those concepts were tested and applied, usually imperfectly, using existing systems and data,
and a good deal of speculation and estimation. However, as the power of the logic became
apparent, it also revealed how to advance the systems and measures to support the new tools.

EEANEY

This brings us back to “innovation,” “play” and “rapid prototyping.” Michael Schrage’s
book Serious Play, chronicling how companies innovate successfully, makes the point well.
“The essence of serious play is the challenge and thrill of confronting
uncertainties. Whether uncertainties are obstacles or allies depends on how you

play. The challenge of converting uncertainty into manageable risks or
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opportunities explains why serious play is often the most rational behavior for
innovators. ... Serious play is about improvising with the unanticipated in ways
that create new value. Any tools, technologies, techniques or toys that let people
improve how they play seriously with uncertainty is guaranteed to improve the
quality of innovation.”?’

Traditional HR tends to be “specification-driven” meaning that it operates from a desire
to give careful consideration to all the necessary elements, develop a specification that is well-
vetted and seems to encompass all the needs of the various clients, and the implement the system
based on that specification. As Schrage points out, this is in stark contrast to a “prototype-
driven” approach, where the goal is to get as quickly to a working, and imperfect, prototype, that
clients can see and use. It means accepting the inevitable result that clients will probably reject
and wish to modify the prototype in ways that they themselves did not anticipate when they
provided the original specifications. In a specification-driven approach, this is a failure — the
client rejected the carefully-designed system. In a prototype-driven approach, this is a success —
the prototype facilitated a quicker and much deeper understanding of the clients’ requirements,
and can now be modified more accurately to fit them.

Schrage notes how powerful the idea of rapid-prototyping can be for innovation, and how
important it is to understand the distinction between pursuing specifications as if they were fixed,
to pursuing specifications for the purpose of developing prototypes whose rejection is an
expected part of the process. For example, Schrage notes the common problem that “at least
one-quarter of internal software-development initiatives are cancelled outright and written off as
total losses.” He suggests this is caused by the tendency for software development groups to
follow procedures eerily similar to today’s HR organizations: The developers, in a sincere effort
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approval, modifications are made, and clients are required to sign off on the requirements
analysis before work is started. Then, the development team takes weeks to construct a prototype
designed to meet all the specifications and presents it to the client expecting to be praised for the
careful design, but the client says “it’s almost right, but now that we see it, we realize we need
something different.” The design team is disappointed, the client is surprised that the design
team doesn’t welcome the feedback, and far more resources have been spent than needed.
Schrage suggests an alternative approach in which the goal is to identify the few most important
initial design criteria and create a “quick and dirty” prototype specifically designed to be
rejected, and seen as a vehicle for further conversation and development.®* This is the essence of
the contrast between being “specification-driven” and “prototype-driven.”

Embedding HR and organizational behavior evidence within trusted and familiar business
logic will require recognizing that imperfection is not a reason to wait. Yes, the evolution
described here is significant, but it also has the potential to create significantly greater common
ground between HR leaders and their clients and counterparts. It has the advantage of starting
with logical frameworks that are already familiar to organization leaders, and thus don’t require
them to learn an entirely new language. In many cases the new tools can be built initially on
existing measurements and data systems, even if they require some additional speculation or
simulation.

Thus, the conditions for rapid-prototyping are abundant, but organizational leaders will
need to adopt a very “non-HR” mindset to engage the process. HR has made great progress, and
created immense value, by becoming very good at ensuring compliance with vital rules, avoiding
nisk, and delivering programs and services only after very careful design and analysis. Yet, the
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rest of the organizational world is shifting toward a fast-changing environment that requires
more attention to innovation, and rapid response. By starting with tools that already have proven
business value, the necessary rapid-prototyping for the retooled HR is partially underway. It is
much easier for leaders outside of HR to envision new HR tools, when they can use as their
template the tools they already use quite easily. HR leaders must resist the temptation to impose
their own logical frameworks, and embrace the chance to connect to tools that already exist.

So, HR leaders should invite an open-minded counterpart to “play” with one of the ideas
in the chapters here. “What if we thought of turnover as inventory depletion, how would that
change the way we look at it?” “What if we mapped the flow of employees through our
organization and got those engineers that do pipeline and logistics analysis to help us understand
them?” “What if we drew a few performance-value curves for some of the jobs where
performance issues seem to be most troublesome?”” This is the kind of “serious play” that has

revolutionized management disciplines in the past, and has the potential to do so for HR.
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